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PLEASE STATE YOUR NAME, BUSINESS ADDRESS, AND
CURRENT POSITION.

My name is John L. Sullivan, III. My business address is 550 South Tryon
Street, Charlotte, North Carolina. I am employed by Duke Energy Business
Services, LLC as Director, Corporate Finance and Assistant Treasurer. |
am also the Assistant Treasurer of Duke Energy Progress, LLC (“DE
Progress” or the “Company”).

DID YOU PREVIOUSLY FILE DIRECT TESTIMONY AND
EXHIBITS IN THIS PROCEEDING?

Yes, I did.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
The purpose of my rebuttal testimony is to respond to portions of the

testimony filed by Mr. David Parcell, witness on behalf of the South

Carolina Office of Regulatory Staff (“ORS”)..

First, I address Witness Parcell’s recommendation for the cost of

long-term debt.

high—Lastly; -1 will also address Witness Parcell’s recommended Return on
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Equity (“ROE”) and the financial impacts to the Company from the overall
revenue requirement recommendation of the ORS.

PLEASE PROVIDE AN OVERVIEW OF YOUR TESTIMONY.
First, the ORS proposes to use the 4.06% cost of debt as of December 31,
2017 originally filed in my direct testimony. This adoption is inconsistent
with the ORS’s proposal to update the cost of debt in Duke Energy
Carolinas, LLC’s (“DE Carolinas”) pending South Carolina rate case to
reflect 2018 long-term debt financing activity. I recommend using DE
Progress’ updated 4.16% cost of debt calculated as of December 31, 2018.
The methodology we use in calculating this updated cost of debt is the same

we employed when updating the DE Carolinas cost of debt as of December

31,2018.
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LastI also examine the detrimental impacts to the Company of
Witness Parcell’s recommended 9.30% ROE and the overall revenue
requirement proposed by the ORS. The ORS’s recommendation does not
take into account the adverse impacts the reduced cash flows would have
on credit quality. These impacts could be severe, to the detriment of the
Company’s credit quality and the interests of its customers. The Company’s

regulatory capital structure and allowed ROE are key components in
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maintaining the Company’s current “A” credit ratings and its overall
financial strength and flexibility.

THE ORS ADOPTS THE 4.06% COST OF DEBT AS FILED BY THE
COMPANY. IS THIS CONSISTENT WITH THEIR POSITION IN
THE DE CAROLINAS RATE CASE?

No. In the DE Carolinas rate case, Witness Parcell proposed the cost of
debt be reduced from 4.63% (as of December 31, 2017) to 4.44% (as of
December 31, 2018) to reflect certain long-term debt issuances in 2018. DE
Carolinas agreed to reflect the updated cost of debt as of December 31, 2018
but calculated a year-end rate of 4.53% to reflect Witness Parcell’s update
for long-term debt issuances as well as all other changes to DE Carolinas
long-term debt profile — which is still 10 basis points lower than the
Company’s original debt rate as of December 31, 2017. For consistency,
DE Progress recommends the cost of debt be updated to 4.16% to reflect all
long-term debt financing activity through year-end 2018. Please see

Sullivan Rebuttal Exhibit 1, which includes my updated cost of debt

calculation as of December 31, 2018.
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WITNESS PARCELL’S ANALYSES ESTIMATED THE
COMPANY’S ROE TO BE IN A RANGE OF 9.10% TO 9.50%, WITH
A RECOMMENDED MID-POINT ESTIMATE OF 9.30%. HOW
DOES THIS COMPARE WITH COMPANY WITNESS ROBERT
HEVERT’S ROE RECOMMENDATION?

Mr. Parcell’s 9.30% ROE recommendation is 145 basis points below
Company Witness Hevert’s recommended point estimate of 10.75%. In his
direct testimony, and maintained in his rebuttal testimony, Mr. Hevert
believes that an ROE in the range of 10.25% to 11.00%, with a point
estimate of 10.75% is commensurate with his quantitative and qualitative
analyses of DE Progress. As stated in my direct testimony, the Company
fully supports Witness Hevert’s proposed ROE and analysis, yet offered a
25 basis point concession with rates being set in conjunction with a ROE of
10.50%. Approval of this request will allow the Company to maintain its
healthy credit profile, generate adequate cash flow to support its critical
capital investments, and fairly balance the needs of affordable electric rates

for customers and an acceptable ROE for equity investors.
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